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DIRECT TESTIMONY AND EXHIBITS OF
JOSEPH W. COATES
ON BEHALF OF
THE SOUTH CAROLINA OFFICE OF REGULATORY STAFF
DOCKET NO. 2013-2-E
IN RE: ANNUAL REVIEW OF BASE RATES FOR FUEL COSTS OF

SOUTH CAROLINA ELECTRIC & GAS COMPANY

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND
OCCUPATION.

A. My name is Joseph W. Coates. My business address is 1401 Main Street,
Suite 900, Columbia, South Carolina, 29201. I am employed by the South
Carolina Office of Regulatory Staff (“ORS”) in the Audit Department, as an
Auditor.

Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND
EXPERIENCE.

A. I received a Bachelor of Science Degree in Finance from the University of
South Carolina in August 2008. In February 2009, I began my employment with
ORS and have been involved in cases related to the regulation of electric, gas,
telecommunications, water and wastewater companies. Recently, I presented
testimony before the Public Service Commission of South Carolina (“PSC” or

“Commission”) in an electric rate case.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201
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Q.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

The purpose of my testimony is to present the results of ORS Audit
Staff’s examination of the books and records pertaining to South Carolina Electric
& Gas Company’s (“the Company” or “SCE&G”) operations under the Fuel
Adjustment Clause (“FAC”). The current fuel examination covered the actual
period of January 2012 through December 2012 (“actual review period™) and four
(4) estimated months from January 2013 to April 2013 (“estimated review
period”).

WHAT WAS THE PURPOSE OF THIS EXAMINATION?

The purpose of this examination was to determine if the Company’s
accounting practices in computing and applying the monthly FAC have been in
compliance with S.C. Code Ann. §58-27-865 (Supp. 2012).

WHAT WAS THE SCOPE OF ORS’S EXAMINATION?

ORS Audit Staff examined and verified the monthly fuel adjustment
factor calculations and the fuel recovery balances recorded in the Company’s
books and records. The Audit Staff’s examination consisted of:

1. Analyzing the Fuel Stock Account
ORS’s analysis of the Fuel Stock Account consisted of verifying receipts to,
and issues from, the fuel management system to the general ledger, examining
monthly fuel charges originating in fuel accounting, and ensuring that only
proper charges were entered in the Company’s computation of fuel costs for
purposes of adjusting the base fuel factor.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201
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ORS’s review of receipts to the Fuel Stock Account consisted of examining
and testing selected transactions which support additions to the account. Each
transaction examined was tested for mathematical accuracy and vouched to a
corresponding waybill or truck bill, coal received report and freight study
detailed report. Transactions were then verified to a fuel management system

payment voucher to verify payment of the correct amount to the vendors.

3. Verifying Charges to Nuclear Fuel Expense

ORS verified the expense amounts of nuclear fuel to the books and records for
the actual review period. Additionally, the accuracy of these amounts were

confirmed to the Company’s amortization schedules.

4. Verifying Purchased and Interchange Power Fuel Costs

ORS verified the Company’s purchased and interchange power fuel costs,
kilowatt-hour (“kWh”) purchases and kWh sales for the actual review period
to various “Energy Received and Energy Delivered” summary reports,
Purchases, Sales and Interchange Power schedules, and to monthly invoices,
on a sample basis. ORS recomputed the Company’s sales and purchases for
the actual review period.

The purchased and interchange power amounts for the actual review period
and the resultant over (under)-recovery monthly deferred fuel amounts for the
period reflect calculations which conform to S.C. Code Ann. §58-27-865
(Supp. 2012). This statute addresses fuel costs related to purchased power.
Subsection (A)(2)(b) of this statute states that the total delivered cost of

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201
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economy purchases, including (but not limited to) transmission charges, are
included in purchased power costs if those purchases are “less than the
purchasing utility’s avoided variable costs for the generation of an equivalent
quantity of electric power.” ORS applied this statute to the examined

economic purchases along with the applicable avoided costs.

. Verifying kWh Sales

ORS verified total system kWh sales, as filed in the monthly fuel factor
computation, to monthly Class/Rate Summary reports for the actual review
period. The monthly kWh sales were then used to determine the fuel cost per

kWh sold.

. Recalculating the Fuel Adjustment Factors and Verifying the Deferred Fuel

Costs

ORS recalculated the fuel cost adjustment factors for the actual review period
utilizing information obtained from the Company’s records and verified these
total fuel costs to the Company’s books and records. In recalculating the
monthly factors, ORS divided total fuel costs by total system kWh sales to
arrive at fuel costs per kWh sold. The base fuel cost per kWh was then
subtracted from the actual fuel cost per kWh sold. The resulting amount
represents the fuel cost adjustment above or below the base rate per kWh. The
actual South Carolina retail jurisdictional deferred fuel costs for each month

were verified to the Company’s books and records.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201
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7. Recalculating the True-up for the Over (Under)-Recovered Fuel Costs

ORS analyzed and recomputed the cumulative over (under)-recovery of actual
base fuel costs for the actual review period and estimated over (under)-
recovery for the estimated review period. In addition, ORS recomputed the
cumulative over (under)-recovery of actual environmental fuel costs for the
actual review period and estimated over (under)-recovery for the estimated
review period.

PLEASE EXPLAIN THE AUDIT EXHIBITS ATTACHED TO YOUR

TESTIMONY.

ORS prepared audit exhibits from the Company’s books and records,
reflecting fuel costs during the actual review period. Specifically, these exhibits
include the following:

AUDIT EXHIBIT JWC-1: TOTAL RECEIVED AND WEIGHTED
AVERAGE COST

This audit exhibit details total cost for the actual review period of $764,047,220,
for coal, #2 oil, and natural gas. ORS has also computed the weighted average
cost of each type of fuel: coal ($111.87 per ton), #2 oil ($3.29 per gallon), and gas
(83.80 per thousand cubic feet (“MCF”)).

AUDIT EXHIBIT JWC-2: RECEIVED COAL - COST PER TON (PER
PLANT)

This audit exhibit details the received cost per ton of coal at each plant during the

actual review period, in dollars per ton, including freight costs.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201
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AUDIT EXHIBIT JWC-3: RECEIVED COAL - COST PER TON
COMPARISON
This audit exhibit details the received cost per ton for coal for each month of the
actual review period for SCE&G, Duke Energy Carolinas, and Progress Energy
Carolinas. For comparison purposes, ORS has shown the invoice cost per ton,
freight cost per ton, total cost per ton, and the cost per thousand British thermal
units (“MBTU”).
AUDIT EXHIBIT JWC-4: BURNED COST - CONSUMED GENERATION
This audit exhibit details the per book cost of fuel burned for electric generation
during the actual review period. The burned cost of each class of fuel is shown
separately along with its percentage of total burned cost. These costs are used in
the computations of the base fuel cost component. Emission allowance expenses
and other variable environmental costs, as described in §58-27-865 (A)(1), are
shown separately on Audit Exhibit JWC-8.
AUDIT EXHIBIT JWC-5: COST OF FUEL
This audit exhibit details ORS’s computation of the total fuel cost applicable to
the factor computation. There are three (3) components used in arriving at this
cost. These components are:

(1) Cost of Fuel Burned

(2) Fuel Costs of Purchased and Interchange Power

(3) Fuel Cost Recovered from Intersystem Sales

Cost of Fuel Burned - This amount is the total cost of all fossil and nuclear fuel

burned during the actual review period used in the base fuel component

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201
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computation. A detailed breakdown of coal, oil, gas and nuclear fuel can be seen
in Audit Exhibit JWC-4.

Fuel Costs of Purchased and Interchange Power - This amount is the fuel cost of

SCE&G’s monthly kWh purchases from other electric utilities or power

marketers.

Fuel Cost Recovered from Intersystem Sales - This amount is the fuel cost related

to kWhs sold during the actual review period to other electric utilities or power
marketers.

Total fuel cost applicable to the base fuel component factor is computed by
adding the cost of fuel burned to purchased and interchange power fuel costs. This
amount is then reduced by fuel cost associated with intersystem sales.

AUDIT EXHIBIT JWC-6: COMPUTATION OF UNBILLED REVENUE
This audit exhibit details the actual fuel cost computations for the actual review
period as well as estimated fuel costs for the estimated review period. The exhibit
also shows the actual and estimated computations of the cumulative over (under)-
recovery balances and various adjustments for January 2012 through April 2013.
AUDIT EXHIBIT JWC-7: TOTAL ENVIRONMENTAL COSTS

This audit exhibit details the total environmental costs for the actual review period
for sulfur dioxide (“SO,”) emission allowances, nitrogen oxide (“NOx”’) emission
allowances, lime, limestone and ammonia. Additionally, the percentage of total

cost is shown for each environmental component.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
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AUDIT EXHIBIT JWC-8: DETAILS OF ENVIRONMENTAL COSTS

This audit exhibit details the environmental cost computations for the actual
review period for SO, and NOx emission allowances, lime, limestone, ammonia,
and estimates of variable environmental costs for the estimated review period.
WOULD YOU PLEASE EXPLAIN THE CUMULATIVE OVER (UNDER)-
RECOVERY AMOUNT BROUGHT FORWARD IN AUDIT EXHIBIT
JWC-6?

Yes. As detailed in Audit Exhibit JWC-6, ORS brought forward a
cumulative (under)-recovery balance from December 2011 of ($92,791,882). The
Company’s testimony {Rooks’ EXHIBIT NO. (AWR-1)} reflects the same
(under)-recovery balance brought forward from December 2011.

PLEASE ELABORATE ON ORS AUDIT STAFF’S COMPUTATION OF
THE TRUE-UP OF OVER (UNDER)-RECOVERED FUEL COSTS.

ORS Audit Exhibit JWC-6 provides details of ORS’s calculation of the
actual cumulative (under)-recovery balance through December 2012, and the
estimated balance through April 2013. The cumulative (under)-recovery amount
as of December 2012 totaled ($82,500,782). ORS then added estimated over-
recoveries of $694,908 for January 2013, $6,547,820 for February 2013,
$6,520,661 for March 2013 and $1,936,968 for April 2013. In addition, ORS
included monthly carrying costs approved in PSC Order No. 2012-951, the
monthly over-recovery adjustment amount of $1,583,583 for the Urquhart and
Jasper fixed capacity charges, an (under)-recovery adjustment of ($3,065,547) in
January 2013 (later explained as adjustment 3D), and the Company’s estimated,

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201
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on-going adjustments for unbilled fuel cost over (under)-recoveries, related to
cycle billing, to arrive at a cumulative (under)-recovery of ($71,234,193) through
April 2013. The Company’s testimony {Rooks’ EXHIBIT NO. (AWR-1)} in
this docket reports the amount through December 2012 as ($82,500,782) and
through April 2013, the (under)-recovery totals ($71,234,193).
DID THE COMPANY MAKE ANY ADJUSTMENTS OR TRUE-UPS
DURING BOTH THE ACTUAL AND THE ESTIMATED REVIEW
PERIODS FOR THE BASE FUEL COMPONENT?

Yes. The Company made the following adjustments as shown on Audit
Exhibit JWC-6:
Adjustment (1)- As described in PSC Order No. 2011-319 and in Company
witness Rooks’ direct testimony from PSC Docket No. 2013-2-E, the Company
has a monthly carrying cost applied to the (under)-recovery balance from January
1, 2012 through April 30, 2012, shown as (under)-recovery entries to the Deferred
Fuel Account (Account # 182.3004).
As described in PSC Order No. 2012-951, the Company is allowed to collect
carrying costs from January 1, 2013 through the last billing cycle of April 2014
on amounts that exceed the forecasted (under)-collected balance at December 31,
2012 of ($24,338,526). ORS examined and recomputed the carrying charges for
these entries with no exceptions noted.
Adjustment (2)- As described in PSC Docket No. 2012-2-E, the Company had a
regular monthly reduction adjustment to the Deferred Fuel Account, shown as an
over-recovery amount, of $1,583,583. This amount consists of the Urquhart Plant

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201
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and the Jasper Plant (Combined Cycle) monthly fixed capacity charges of
$673,417 and $910,166, respectively, which are treated, in accordance with PSC
Orders No. 2003-38 and No. 2005-2, on a retail basis, as over-recovery deferred
fuel entries. ORS examined and recomputed the adjustments with no exceptions
noted.

Adjustment (3)- During both the actual and the estimated review periods, the
Company recorded several over (under)-recovery adjustments to the cumulative
balances of the Deferred Fuel Account (Account #182.3004). They are as
follows:

(3A)- In March 2012, the Company made an over-recovery adjustment of
$1,034,984. This adjustment was made to account for changes in fuel expenses
billed by Kapstone, formerly known as Cogen South, for the months of January
2012 and February 2012.

(3B)- In October 2012, the Company made an over-recovery adjustment of
$75,466 to true-up the actual coal expenses reported at the Williams, Urquhart,
Wateree, and Canadys Plants in September 2012.

(3C)- In December 2012, an adjustment was made to account for prorated
revenues associated with certain customer usage on and after January 1, 2013,
when new fuel rates went into effect per PSC Order No. 2012-951. This (under)-
recovery adjustment equates to ($920).

(3D)- In January 2013, the Company made an (under)-recovery adjustment of
(83,065,547) associated with the requirements put forth in PSC Order No. 2012-
951. This adjustment represents the over-credited amounts associated with the

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201
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Company’s Rate Reduction and Tax Credits Rider from their 2010 general rate
case.

ORS examined and recomputed all of the previous adjustments (3A-3D) with no
exceptions noted.

Adjustment (4)- In both the actual and the estimated review periods, the
Company reflects recurring adjustments to account for the ‘timing difference’
associated with kWh sales not yet billed due to the regular cycle billing process,
whereas the fuel adjustment clause process reflects all unbilled fuel transactions
(sales and costs) on a full monthly basis. ORS examined and recomputed this
adjustment with no exceptions noted.

WOULD YOU PLEASE EXPLAIN THE CUMULATIVE OVER (UNDER)-
RECOVERY BALANCE BROUGHT FORWARD FOR
ENVIRONMENTAL COSTS IN AUDIT EXHIBIT JWC-8?

Yes. As detailed in Audit Exhibit JWC-8, ORS brought forward a
cumulative (under)-recovery balance of ($3,051,203) from December 2011. The
Company’s testimony {Rooks’ EXHIBIT NO. (AWR-3)} reflects a cumulative
(under)-recovery balance brought forward from December 2011 of ($3,051,201).
PLEASE ELABORATE ON ORS AUDIT STAFF’S COMPUTATION OF
THE TRUE-UP OF OVER (UNDER)-RECOVERED ENVIRONMENTAL
COSTS.

ORS Audit Exhibit JWC-8 provides the details for ORS’s calculation of
the cumulative environmental cost (under)-recovery balance of ($1,654,373)
through December 2012. ORS then added SCE&G’s monthly estimated over-

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201
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recoveries for the estimated review period. The Company’s estimated on-going
adjustments for unbilled fuel cost over (under)-recoveries, related to cycle billing,
were also incorporated to arrive at a cumulative (under)-recovery of ($76,093) as
of April 2013. The Company’s testimony {Rooks’ EXHIBIT NO. (AWR-3)} in
this docket reports the cumulative environmental cost (under)-recovery total
through December 2012 as ($1,654,375) and through April 2013 as ($76,095).
DID THE COMPANY MAKE ANY ADJUSTMENTS OR TRUE-UPS
DURING BOTH THE ACTUAL AND THE ESTIMATED REVIEW
PERIODS FOR THE ENVIRONMENTAL COST COMPONENT?

Yes. The Company made the following adjustments as shown on Audit
Exhibit JWC-8:
Adjilstment (5A)- In March 2012, the Company made an over-recovery
adjustment of $20,831. This adjustment was made to account for changes in
reagent expenses billed by Kapstone for the months of January 2012 and February
2012. ORS examined and recomputed the adjustment with no exceptions noted.
Adjustment (5B)- In June 2012, the Company made an over-recovery adjustment
of $2. This adjustment was made to restate the Company’s environmental costs
from May 2012.
Adjustment (6)- As with the base fuel costs (described in Adjustment 4), the
cycle billing methodology also affects the recovery of environmental costs. The
recurring adjustments throughout the actual review period and the estimated
review period are reflective of their respective months. ORS examined and
recomputed these adjustments with no exceptions noted.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
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Q.

WHAT ARE THE COMBINED CUMULATIVE OVER (UNDER) -
RECOVERIES OF THE BASE FUEL COST AND ENVIRONMENTAL
COST COMPONENTS AS OF ACTUAL DECEMBER 2012 AND AS OF
ESTIMATED APRIL 2013?

As of December 2012, based on a base fuel cost component cumulative
(under)-recovery balance of ($82,500,782) and an environmental cost component
cumulative (under)-recovery balance of ($1,654,373), the combined result totals
($84,155,155). As of April 2013, based on a base fuel cost component cumulative
(under)-recovery balance of ($71,234,193) and an environmental cost component
cumulative (under)-recovery balance of ($76,093), the combined result totals
($71,310,286).

WHAT IS THE RESULT OF ORS’S EXAMINATION?

Based on ORS Audit Staff’s examination of the Company’s books and
records, and the Company’s operations under the fuel cost recovery mechanism, it
is ORS’s opinion that the Company’s accounting practices are in compliance with
S.C. Code Ann. §58-27-865 (Supp. 2012).

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900
Columbia, SC 29201
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South Carolina Electric & Gas Company
Received Coal - Cost Per Ton Comparison
January 2012 - December 2012
Docket No. 2013-2-E
South Carolina Electric & Gas Company
Invoice Cost Freight Cost Total Cost Cost
Month Per Ton Per Ton Per Ton Per MBTU
$ S S S
Jan-12 78.09 32.11 110.20 4.3700
Feb-12 77.83 32.75 110.58 4.3600
Mar-12 79.58 34.24 113.82 4.4900
Apr-12 79.54 32.39 111.93 4.4000
May-12 79.89 31.58 111.47 4.3800
Jun-12 79.76 33.85 113.61 4.4400
Jul-12 81.73 33.40 115.13 4.4800
Aug-12 77.79 33.66 111.45 4.3500
Sep-12 81.43 32.14 113.57 4.4300
Oct-12 77.16 32.66 109.82 4.3000
Nov-12 77.20 33.57 110.77 4.3300
Dec-12 76.00 34.49 110.49 4.2900
Duke Energy Carolinas’
Invoice Cost Freight Cost Total Cost Cost
Month Per Ton Per Ton Per Ton Per MBTU
$ $ $ $
Jan-12 68.22 28.16 96.38 3.9188
Feb-12 69.62 28.60 98.22 4.0181
Mar-12 71.14 29.97 101.11 4.0947
Apr-12 71.82 28.92 100.74 4.0598
May-12 70.76 29.67 100.43 4.0628
Jun-12 70.41 30.56 100.97 4.0966
Jul-12 69.12 30.07 99.19 4.0579
Aug-12 71.75 29.27 101.02 4.0954
Sep-12 72.51 29.91 102.42 4.1300
Oct-12 69.27 28.56 97.83 3.8852
Nov-12 68.15 30.61 98.76 3.8579

Dec-12 68.24 30.84 99.08 4.0884



Audit Exhibit JWC-3

Page 2 of 2
South Carolina Electric & Gas Company
Received Coal - Cost Per Ton Comparison
January 2012 - December 2012
Docket No. 2013-2-E
Carolina Power & Light Company d/b/a Progress Energy Carolinas, Inc.!
Invoice Cost  Freight Cost Total Cost Cost
Month Per Ton Per Ton Per Ton Per MBTU
$ $ $ $

Jan-12 66.69 27.24 93.93 3.8349
Feb-12 65.24 32.42 97.66 3.9985
Mar-12 65.90 24.69 90.59 3.7093
Apr-12 70.96 30.58 101.54 4.1130
May-12 68.17 29.62 97.79 3.9601
Jun-12 55.36 23.09 78.45 3.2305
Jul-12 64.73 26.10 90.83 3.7004
Aug-12 67.72 25.92 93.64 3.7963
Sep-12 61.83 27.01 88.84 3.7297
Oct-12 63.25 30.45 93.70 3.7801
Nov-12 64.85 29.17 94.02 3.7785
Dec-12 58.18 27.22 85.40 3.4328

1 Total Cost per Ton information for Duke Energy Carolinas and Progress
Energy Carolinas has not been audited as part of this docket.
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Audit Exhibit JWC-5

South Carolina Electric & Gas Company
Cost of Fuel
January 2012 - December 2012
Docket No. 2013-2-E

Fuel Costs of Purchased Fuel Cost Recovered

Month Cost of Fuel Burned and Interchange Power from Intersystem Sales  Total Fuel Costs
$ $ $ $
Jan-12 63,267,720 1,163,066 (3,128,010) 61,302,776
Feb-12 44,619,371 12,345,950 (2,831,394) 54,133,927
Mar-12 44,383,267 18,060,657 (3,312,661) 59,131,263
Apr-12 43,998,676 17,069,803 (2,765,487) 58,302,992
May-12 53,368,963 12,822,151 (2,764,756) 63,426,358
Jun-12 53,538,808 16,557,096 (2,717,950) 67,377,954
Jul-12 71,342,657 19,385,637 3,799,204) 86,929,090
Aug-12 63,493,833 19,261,054 (3,284,812) 79,470,075
Sep-12 54,541,056 14,358,296 (3,225,343) 65,674,009
Oct-12 53,368,517 15,745,821 (4,158,687) 64,955,651
Nov-12 65,416,524 20,279,771 (4,880,442) 80,815,853
Dec-12 52,176,519 17,061,861 (3,846,592) 65,391,788
Totals 663,515,911 184,111,163 (40,715,338) 806,911,736
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